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In market economy, the government plays an important role in providing public 
goods, handling public affairs, eliminating or reducing market failures, avoiding 
externality, increasing the efficiency of resource allocation and promoting social 
welfare and human being’s sustainable development through public expenditure. No 
one would doubt the government’s importance in modern society. However, what a 
desirable size of government should be? Has the public expenditure be used 
efficiently and how to measure its efficiency? This paper focuses on these issues. 
After reviewing the basic situation of fiscal revenue and expenditure, a Data 
Envelopment Analysis is applied to compute the efficiency of Chinese government’s 
public spending since the Reform and Opening up. It is implied that the efficiency of 
public expenditure increased gradually in last 30 years and there is significant 
distinction of the efficiency performance before and after 1992. The decomposition 
of technical efficiency shows that the inefficiency is due to allocation inefficiency 
mostly. After the tax distribution reform in 1994, our government made a great 
progress in the efficiency of its social functions, however no visible change is found 
in the efficiency of economic functions. The conclusion suggests that our 
government should place extra emphasis on the provision of public service. With the 
consideration of improving the government efficiency, we think that “small 
government” plays better than “big government” and giving the local government 
more financial powers would benefit the total level of efficiency. 
Hereafter, basing on others’ research, I construct an endogenous growth model 
with government spending amount and composition. The model reveals the 
relationship between government expenditure and economic growth and we could 
get the proportion of private consumption, private capital and government spending 
















composition of public finance on economic growth. In the last part of the paper, an 
empirical study is pushed. The result shows that there is no linear relation between 
that government size and economic growth rate and the optimal size of public 
expenditure verifies as the change of efficiency. From the point of getting a higher 
growth rate, we could bear a bigger government under the present government 
efficiency. 
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